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Memorandum May 1O, 2004

TO: House Committee on Education and the Workforce
Attention: Kathleen Smith

FROM: Adam Stoll
Specialist in Social Legislation
James B. Stedman
Specialist in Social legislation
Domestic Social Policy Division

SUBJECT: Consolidation Loan Rate Simulations

This memorandum presents results from a series of case simutations that you requested.
We consU\1ctedthese simulations to examine the loan repa)'DJentamounts;], hypothetic:ll
consolidation loan borrower under rhe F~eral Family Educ:ni{mLoan (FFEL) program
would face: under two specific interest rnle fonnula.Ci.I

Underthe first scenario examjned. it is assumed that the borrower 5e.curesa fixed rate
consolidation Io3..T'\with a rate set by the rate setting formula currently in dfcCT.for flew FFEL
progr~ consolidation loans. Thus a borrower would lock in a fixed rat~on a consolidation
Joan equalto theweightedaverageof theraresineffectonrheloans beingconsolidated
roundedup to the nearest one-eighthof a percentagepoiot, c<lppedat 8.25%. Underthis
scenario, it is also assumed war the consolidation loan is comprised of underlying Stafford
loans which Mve their interest rates set by the rate setting formula currently in effeCt for ntW
St<lfford loans in repayment (described below).

Under the s~cond scenario, theborrower conscl\dates outstanding Stafford loans under
:l11alremative set of rules whereby con.5oliddtionloan borrowers would no longer receive a
fiJ.:edrate on consoJjdatiOD.loans. Instead the borrower's interest rate would continue [0 be

de~rmjned by TheStafford loan variable inr~re'it ra!e setling formula even after the loans
havebeenconsolidated.Underthe;econdscenario,a borrowerconsoLid<Lteshisorherloans
but retaim a varidble rate that adjusts annu:illy ba.~edon the bond equivalent rate of the 91-
day Tre3Surybill (T-biU)rate from the final auctionheld prior!OJune 1+ 2.3 percentage
points, cappedat 8.25%. I

L
As. you requested, the sirauJ:ltions examine how a borrower securing a consolidation

loan in uch year since consolidation loans have been available (1986 through 2003) would
have fared under ~ach of these specific rate setting fonnuJ.3s. The simuJations are based on
actual Iiltes for the past and cwrCn!periods. Estimates of futUreboITowerraresunder th~
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variable r~ncfOTTt1ulaare based upon Congressional Budge[ Office (CBO) 91-dayTreasury
bill ra.te projections. l

As yousug~sted, for thesakeof this exercise we haveassumedthat [heborrower's
outstanding debt is $22,000 (roughly the average debt of cunent consolidation borrowers).!
Additionally, we have assumed that under each scenario !heborrower would enter repayment
in July ofttle yeari" question and rema;TIill repayment continually over an entire 10- or20-
year repayment term. Under today's rules, boITo't1.'erspossessing this level cf debt could
select either repayment term.

Tab 1e1 presents the results from these case siroulations for a 10-yearrepayment period.
Table 2 presents the results from these case simulation!; for a 2a-year repayment period.
Each table pres:mrs the annual pcrcent;lge rate (APR) for each loan, and estimated [epayment
amounts. Pleasenote thatthetotalrepaymentamountsandtotalinterestpaymentSpresemed
in Table 1andTable 2 arc estimatesof actualpaymentamountsmade over the life ofthe
1oan. No at1~mpt has been made LOcompute the present value of those payments.

l
1 Rate projections provide 3.sense of [he direction in which rates might mov~ :lnd the m.agnitud~of
such movement.Projectionsdo.bowc;ver,cotltainsomedegreeofimprecision.B~ed upon CBO's
anlly~is ofjrsownforec1.~trecordit findgth:nthe aVetlgc differencebetweenits two-yearforea:o.ts
and actual outcomes over lbe past 20 ye.ars was 1 percentage point It is reasooabJe to assume that
longer term projections r:m.ybe less precise. .
~ GCtle.rcUAccoWlting Office, Srudt!/Ir Loan Progra71u: As Federal CCJsr.rof Loon CoH..~oIidatiQr.
Ri!.~. Otl!t'.rOp~J1J Should B~Exl1!/li11£.d,GAO-04-10I, Oct. 2003.
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Table 1. Estimated APR, Interest Payments, and Total Payments on a
$22,000 Consolidation Loan Bearing Fixed or Variable Interest Rates

With 10-YearRepayment Period, Loans Originated 1986-2003

Source: CRS estimate!b:J:iedon actLl.1.!91-d:lYT-bill r:llCSfor th~ 1986through2003 p{...;od,and CBO
projections of bond cquiv~em r:u.es of 91-d:ly T -biU rntc..~from i!:$UIr. 2004 b:1~~linc pr"jections for sLudent
loan progr<uns.

I ........

I.
I ~

~

I

I

I
..

I

I

I

I
L

Faed rate consolidation Joan
,(Rate = T-bill rate at time of consolidation Variable ute consolidation loan

plus 2.3.raised to neAI'estone-ighth or II (Rate =T-bmrate plus 2.3, capped at
percent, capped Dt8.2%): 8.2S%} I

Ye.ar Total 7otal
lonn inret Total interest Tornl
dc ..\J»R payment.;, payments APR payxnenrs payments

1986 8.250% $10,380 $32.3 80 7.923% 59.1\06 $:;] ,SaG

1987 8.250% SlO,380 $32.380 7.778% $9.597 $3]j97

1988 8.250% S 10,380 $32.380 7.626% $9.392 131.392

1989 8.250% :tl0.380 $32.380 7.434 9.156 $31,156

1990 8.250% $lO.3S0 $32.380 7.210% $8.897 $30,S97

1991 8.000% 51O.Q30 S32.030 6.962% SS,631 $30,631

1992 6.250% S7.642 $29.642 6.756 $8,423 $30.423

1993 5.500% $6.651 $28,651 6.915% $8,605 $30,605

!994 6.750% S8.31 $30.314 7.27.4% $5,899 :10.30,899

195 8.125% SlO.205 132,205 7.236 $8,&05 $30,SO5

! 1996 7.500% ,9.337 $31,337 G.84S% $8,263 $30.263

1997 7.500% 59.337 131.337 6.556% $7,553 29,853

1998 7.500% $9,337 S31,:37 6.230% $7,437 $29.437

1999 7.000% $8.653 $30.653 5.876% $7,021 $29,024

2000 8.250% 110.380 S32,380 5.625% $6,753 $28.753

2001 6.000% :£7.309 529,309 5.073% S6, L72 $28,i72

2002 4.125% $4,886 $26.856 .9g8Ck S6.139 $2&.139

2003 3.500% $4.106 S16.106 5.353% $6.635 $28.635
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Table 2. Estimated APR, interest Paymen1s, and Total Payments on a
$22,000 Consolidation Loal'l B~arjng Fixed or Variable Interest Rates

with 20-Year Repayment Period, loans Originated 1986.2003

Source: CRSe!:tim:.tcsb::lsedor. :lC:.tLUl91.day or-bill rates for the 1986 iliwugh2003 paled, ~d cao
projectiocs of bod equiv;\lent r.J.tr:sof 91~.:ly T.bill caLeSfrom i~ MJr. 2004 b:lSeE~ projections for student
I",3.D progr&l.DlS.

If we can be of additional assistance, please contact us at 7-4375 (Stoll) or 7.7356
(St:~d.man).
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Fixed Rate CoD$OlidatioD[,()n.o
(Rare:: T-bill rate at time 9r Ctlnsolicbtion Vuiable Rate Consolidation Loan
plus 2.3, raised to nearest one-eighthor Q (Rate:: T-bill rsdc.-plus 2.3.,cappe:dat

percent, CApped<118.25%): 8.25%)

Year Toml Tottll
loAn interest Total interest Total
ronde APR payments payments APR payments payments

1986 8.250% S22,9S9 $44.989 7.567% 120,054 $42,054

1957 8.250% $22.989 $44,989 7.421% S;19,555 $41,555

J988 8-250% $22,989 $l,.4,989 7.269% $19.068 S41,O(j8

1989 8.250% $22,989 S44,989 7.092'Z: 113,560 I O,S60

1990 8.250% 522.989 $44.989 G.89% £18,052 $40,052

1991 8.000% $22.164 S4/..l64 6.688% S17.544 539.544

1992 6.250% $16.593 $8.593 6.505% $17.121 $39,L21

1993 5.500% $14.320 !3<).320 6.548% S1.7.1S5 $39.185

1994 6.750% .$18,147 $40,147 6.694% S17,463 $39,463

1995 8.125% $22,576 $44.576 6.692% S17,42<1 $39.424

1996 7.500% $20535 $42,535 6.488% 116.991 $38.991

1997 7.500% $20.535 $42,535 6.358% S16.733 $38,733

1998 7.500% 520,535 $42,535 6.219% 16.4i9 S3S,479

1999 7.000"Z. $18,936 $40.936 /:.073% !l6.228 $38,228

2000 8.250% S22.989 $44,989 5.989% S16,125 S38.125

2001 6.000% $15,828 $37,828 5.743'70 $15,G91 $37.691

2002 4.125% 510.345 B1.345 5.756% $15.844 $37.&44

2003 3-500% $8,612 30,622 6.009% $16,550 $38,550


